ECN 231PRIVATE 

PROBLEM SET 6

Due Nov 19
1.  Gnome pest control specializes in pest control for apartment complexes.  Competition is strong and advertising is very important to distinguish oneself.  Gnome currently spends $2000 on salaries and $10000 on advertising each month.  The only other cost is $5 per apartment to spray.  Its monthly demand function is estimated at q = 25000 - 2000P.  

a.  What is Gnome's total cost function?

b.  What price should Gnome charge?  What are its profits?  How many apartments will be sprayed?

c.  Suppose Gnome decided to reduce its advertising by half to save money.  The drop in advertising has hurt Gnome's market share.  It's new demand function is q = 22000 - 2000P.  Was this decision profitable?

d.  Graph marginal cost and the new and original demand, marginal revenue, and average cost curves.  Show the change in profit.

2.  Northern and Southern Gas Company (NSGC) is the sole provider of gas to homes in Dairytown, NC.  The company's current demand and total cost functions are:


Q = 400 - 2P


TC = 100 - 10Q + 3Q2
a.  As long as the company is left unregulated, what quantity of output will it provide?  What price will it charge and what are its profits?

b.  Suppose the farmers in Dairytown balk at these gas charges.  If they pressure the legislature into regulating the gas company, and the legislature adopts the "socially optimum" level, what are the price, output and profits now?

c.  Now the bureaucrats are upset.  They feel the firm is not operating efficiently.  They suggest NSGC should have to charge a "fair price".  What would the output, price and profits be?

d.  Graph the functions and indicate the relevant values of P, AC, and Q.  Show the profits in each case.

3.  Suppose the supermarket industry is composed of the following ten firms.


Firm





Sales ($ millions)


Pathmark




285


Stop and Shop



185


Safeway




135


Shop-Rite




 95


Giant




 65


Harris Teeter



 45


Piggly-Wiggly



 40


Food Lion




 25


Lowe’s




 20


A&P





 10

I.  Round all percentages for market share to nearest whole number:

a.  Calculate the 4-firm and 8-firm concentration ratios.

b.  Calculate the Herfendahl index.  Under the 1982 Justice department guidelines, would the concentration level be considered high, moderate, or low?  Why?

c.  Which mergers would be challenged under the 1968 guidelines?


(i)   Shop-Rite/Lowe’s


(ii)  Giant/A&P


(iii) Safeway/Food Lion

d.  Which mergers would be challenged under the 1982 guidelines?


(i)   Harris Teeter/Piggly-Wiggly


(ii)  Shop-Rite/Food Lion


(iii) Stop and Shop/A&P

II.  Redo  parts a-d rounding all percentages to one decimal place.  Do any of the conclusions change?


















